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'SECTION I, SWMMARY OF FAR EAST TRENDS AND DEVELOPMENTS

Austraiien views on the Berlinm orisis imdicate support of the W-TK
st1ad in wesbern Burcpe (page 5)e o

UK and Indién interests ere being affeoted by the Burmese nationalization 4
progran {page 8)o ‘ ‘ , 25X

A labor offensive led by over 2 million Japancse gOVOrmmenv worEeYs
developing out of thoir disgatisfaction with the cabinet~sponsored 3791 yen :
wage base is likely to reach o peek after August and in view of widespread
labor unrest will probebly preoipitate the fall of the Ashida vmetable
vovermment (page €)o :

Astion of military government offloials in restricting freedom of aseembly
raiges questions ae to method of dealing with government workerst strikes which
in past have occassioned SCAP intervemtion ‘%o prevend national disaster {page &)
Rhee Syngman has been virsually unopposed in laying the legal groundwork ' '
for the establishment of & personal dictatorship in South Xorea {page 4)e

Tn China, the National Government is confronted by gorious threats from

soveral quarters. IThe dissident group in Heng Kong wnder Li Chi-shen may :
attompt in the near future to set up & rival provisional goverament (page 6)e o 5X 1

!

RO

State Dept. declassification & release instructions on file

Approved For Release Z&E{MTCIA-RDPTQ-M 082A000100010011-7



e —

"Approved For Release 2005/04/26 : CIA-RDP79-01082A000100010011-7

=ShEREl—

=Jw

 SEOTTON II. DEVELOPMENTS TN SEPCIFIED AREAS
GENGRAL

sustralian views on the Berlin orisis

Aubtralian suppers of the USUK stand vis-a-vis the USSR in Berlin was "B
affirmed by Prime Minister Chifley following & recent onc day trip to that
oity. Foreign Minigster Evatt desoribed the Priwe Ministor's atatement as
o practical demonstration of the solidarity of the British Commonwealth and
expressed his view that by their actions the Viestern powers were protecting
their undoubted juridiocel rights. These gtatements may have been made to .
alluy the impressiom oreated by the Australian Ambassador to Noscow, who
recently indicabed that Australis and other remote Western oouniries needed
to be convinced that the Allied position on Barlin was justified.

UK snd Indian interests affected by Fationaliszation Program

UK and Indian interests have been the most seversly affected by rocent b
implementation of Burma's program of gtate sooialiem. Indiens have incurred
the greatest loss as a rosult of oonfisoatory land and properdy legislation,
while the British hiad to relinquish control of the Irroweddy Flotille Company
and pert of the teak industry when they were nationalized by the Burmese
Goverzment on 1 June 1948,

India is not in s position, at this time, to prese Tndian demands on the
Burmese Govermments On the other hand, the Anglo-Burmese Treaty provides for
the payment of adequate oompensation to British firme which are nationalised.
The UK ig now primarily concerned with assisting interests in obtaining this
renmperation, and in view of its owmn demostic poliey is forced to regard
Buracee plans and aspirations with tolerances However, if Burma were to dise
rogard the treaty provisions, and institute e program of indiscriminate
expropriation without compensation, the UE msy adopt a stiffer attitude. The
UK can place hesvy economic pressure on Burma becauss (1) Burma depends on
the UK for advice, technical assistance end a large porcentage of its impoérted
mexufaotured goods and petroleum products, (2) Burma's ourrency is backed
largely by sterling and is managed by & British-dominated Currenmcy Board sitting
in London, and (3) Burma reccives its share of dollars from the doller pool to
whioh Burma's oontributions are negligmble.

Although Prime Miniater Thakin Na has inslsted that Burma will honmor its
treaty oormitmente, it 1s possible that ss & rosult of the present unsottled
political situation, extremo loft wing eloments may gradually fores thelr
anti-oompensation policy on the govermmnt. In any case, the Burmese will
probably atbempt to postpone and prolong negotiations concerning compensation

in order to settle om the most advantageous terms.
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Tabor offensive poses questions on Oocoupation exercise of pollce
Hi¥itary govermoment ol ~Yapan have vipntensd up res
#ions on freedom of public assexbly. These steps, waile direoted in part
%o improving the ability of Japanese police to cope with threats of oivil
digorder such as those occasioned by the riots of Xoreans in April of
+his year, may antioipate Cormunist exploitation of distrubances 1ikely
%o develop this fall in comnection with the current govermment workers
attack on the Cabinet-sponsored 3791 yen wage basee Since government
workers have twice before been enjolned by SCAP from general strike activ.
jties which threatened national disaster, the present iabor offensive
raises a guestion as te whether a gimilar ban may be required or whother
repetition of SCAP intervention can be avoided by police limitations on
activities in excess of legitimate labor rightss

KOREA

fhoe S%e been virtually unopposed in laying the lazal groundwork "C¢
Tor ostabllsnment of a wersona% u'i'o%aﬁrsﬁ . Tﬁ.e constitution and
Trplencnting 16pislation Tecentiy passed By the Korean Asserbly provide

for a centralized government in which the proesident is deleguted very

wide powers, and on 20 July Rhoe becams prosident by virtus of an over=
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XOREA {Conts)

whelming Asserbly votes The Hemkook Demooratic Party, which had been
expected to offer considerable opposition to BRhes, ha; failed to do a0

orobably beocause of 1ts lack of a widespread popular followi coupar
%o that wlich Rhee podscsses. P Pk o mble
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| CHINA

Marshel Li Chi-shon, lesger of the dissident Kuomintang Revoluticnaxy "B"
Cozmittee in Bonz Koang, may soon attempt to gob up 2 rival "provisional

goverrmont®, probably in southwest Chiza. Thiz step might set in motion &

. chuin of developments of the gravest consequéncas %o the Xuomintang and the

Chieng Xsi-shek goverament. 14 Chi-shen intends %o call for tha cessation

of the civil war, the convening of & new Political Consultstive Conference,
from which Chiang Eai-shek would be excluded, and the resumpiion of nagotie~
tions leading to the formation of a coelition goverament including tha
Coxmmnists., The Marshal claimas %o have the promles of Yice Presisent Ii
Paong-jon of similer action in the north, However, it is likely uhat initially
4 Teung-Jjen and Fu Tso-Yyi, the mosi prominent Nationelist lsader in Horth
China, will adopt & ®weit and ses” attitude, snd allow their subssquent actions
to be goverasd by the course of svents,

Dissstisfaction with Sino-Sayiet reletiona has been exprersed pubilcly "A"
by the Nationalist vics-president and by mezbery of the Legislative Tuem,
both of whom heve danmounced Soviet violations of the 1945 treaty. Meanwnbile
the Soviet Ambassador in Nanking has resumed dizcnssions with Nationalist
officials concerning peaceé negotlations with the Communiats. Such ovartures
appear to be made %o any Fabtionalist official who way be receptive, perhsps
with the intent of furthering disunity in the Government at Nenking. If
olrcumetences become propltiocus, the USSR may offer to mediate or provide
1tp good offices to help bring about an end $6 the war. The USSR mey esti-
sate that e contimuation of hostilitice will insure continued and incressed
US aild and further extension of US influence over Fetionalist Chine, The
USSR probably reasone, as the Chinese Communists may themselves, that the 25X1X
establishuent of a coalition governzent would faoilitate Commnist political
penstration. In addltlon, the USSR could repp substantial propaganda benefite
from 8 suoceseful Soviect mediation of the war, or swven from an offer to mediats.

| 25X 1

' | 5X1X
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recurrent and incroasingly serious economnic orises xpexrienced by Nationaliet
China since V-=J éay, and the apparent inapility of the Govérnment to cope

vith these exergencies, have prompted yepeated but prematurs predictions thet
the Government yes faced with "fmminent” finamclal tollapss. The basic inertis
of its loosely integrated agricultural econoxy, howover, has enabled China

to withatend stresses that would heve long since plunged & MOrs complex and
highly intustrielized countyry into scomomic chaos. 1t now sppsars, howevar,
that the fundamental ceuse of China's accnomic difficulty, the printing pross
mathod of financing the civil wer, i2 producing its logical and final results
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ropudiation of the National currency. In South Chine, prices sre quoted in
tarms of the Hong Kong Doliasr; ir Shanghal and other largs cities, merchants
are reluctant to part with their merchendics; throughout China, there is
avidenes that barter is becoxing a coamon means of sxohange. It is ve
Aubious whether US Ald con be effective in checking this trend. ‘

The repudiation of the Fational currency will throw the limping sconomiss
of ihe large urben areas into complete chaos and produce oconcommitant eivil
dieturbances of serious proportions., In addition, repudistion will have
sorious implicaticns oa the battle fronts; ths proourament of supplies snd
ih» payment of troops are accomplished at least in part through ihe use of
rarrency end in the light of the already sheken morale of the Army, it 18
sroblematical whether any kind of a military fored ¢mn be maintained if the
Government's money is not acceptable. : '

Highlight of the military activity in China last week was the fighting "&"
sn eentrel Shansi Province where Yen Hsi-shen's holdings have been further
reduced and his capital, Taiyuen, brought under direct aseault by strong
Communist forces under Hsu Hsisang-chien and Ho Lung. In Hopsh the Communists
ars onco sgain attacking the rail lins betwsen Peiping and Paoting in a move
designed to divert Fu Tsc-yi's troops inte this arsa before undertaking any
further actions in the Tientsin-Chinhsien corridor. The big ¥ationallst
pese at Heuchou is beinz menaced by Commnist movemenis on three sides of
thet city; the loss or neutralization of this base would be an extremely
serious blow to the Nationel Government. The Communists expanded their hold
on the Han River ares in northwost Hupeh when they occupled Laohokou &nd
Esiengyang. Heanwhile, in their first offensive movement in months, Man~
churian Nationaliet proces pushed south fram Mukden, cepturing Lisoyeng and
approaching Anshan. This drive, now deacribed as & food gathering ection,
was initislly plemned as an atiempt to trap & Communist column, tut the
Communiste, werned by Hatlonalist concentrations, eacaped.

Currsnt Commmist militery activity 1s s$ill confined, at least in
intragurel Ohina (China Proper), to their usual guerzrilla tactice--destruc-
sion of Nationalliet units snd communications coupled with the accumuletion
of food and ver materiel, Omly at points where Hationslist sconomic detsriora-
tion and morale decay has reeched én advanced stage and where the Commumnists
therefore possess preponderant strength will the Communists attack & cily ‘

" with the parpose of final occupation. Thin stege, previously reeched through-
out most of southsrn Manchuria, is nov being reached in & growing number of
separate rogions of Chima FProper.

paning of certaln Chinsss inlan norts tn foreign flog veosgels ie ugp®
being eericusly considersd by the Ministry of Communications, despite vigor-
ous protests dy Chinese shipping circles and stevadoring interests. Accord=
ing to the Ministry, such ectionm, 1f taken, would he based on precedents ‘
octablished by cortein other countriee and would include safegusrds teken

to prevent the UK from regeining 1ts prevar dominant position on the Yangise
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as well as to provide resistance to possible Soviet demends for unlimited
perticipetion in inland shipping. The US has besn attempting, beceuse of
the deficiencies of native shipping, to pereuade the Chinese Goverament %o
rescind 1ts ban on foreign river shipping which wes initiated at the end of
Jorld War II in deference to Chinese sensltivity on its sovereign rightn
an well as o limit foreign (particularly UK) dominancs in Chins shipping.
Despite contimued popular sentiment agninst the opening of inland ports to
foreign shipe as well as the opposition of certain Government orgens, the
Governwent has recently openad Henking end Henlcow to US relief ships.

a grrivsl in the US of e Tibetan Trede Misalop has arcused Clinese  "C®
concern over possible changs in U3 polley regarding recognition of Chinese
noversigaty over Tibet. Ths Chincee Embessy in Washington, in pointing ocut
that the members were travelling on Tidetsn (rather than Chinece) passports
which were visesd hy the US Consulate General in Hong Eong, emphasized ito
desirs that the US deal with the mission as represeniing & part of China,
not an indepsndent state. The Chiness Foroiga Office has indicated the
Chinese Governmeat will refuse o rocognise any arrangenent for agreenents
nsde My the Tibetens unleas handled through the Chiness Embasey. Ths
question of Chinese gsovereignily over Tibet is a very delicate issue in China .
at the present timo and the Forelgn Office fears edverce repsrcussions from
the publicity given the mission's errival in the US, A member of the miselen,
in g press intorview, avidsnced sirong feolings of indspendence and & gensral
non-recogaition of Chinsse suzerainiy.

Currspey apd Prices. By withholding the issuance of notes the Centrel ©(C¥
Bank creabted a tight money market lest week reeuliing in a temporary lull in
China's sweaping inflation. This conditlon was shorf-1ived, however, &nd by
17 July prices and foreign exchangs raies wers egain cut of hend., The
Shanghsl blackmariot exchange rate for UB dollars reportedly reached over
CK $8 million to 1. on the 19 July; the price of rice followed reeching 2
new high of CN £34 million a picul. OCommodity prices in general rose around
100% in the past two weeks. The principal contributing factor fo this new
upheavol was the announcement that large denomination notes valusd at CN
$200,000,$500,000, 1 million and 5 million would Be put into eirculation.
{CN $100,000 wag the largest note heretofore). An unconfirmed report stales
ihat the first of these new notes were released in Shanghal on 19 July.

Tha Shanghai Market: ‘
Wholeasale Price of Rice

US_$ Exchange (Sellins Rate)

0fficie) “open" Blackmayket ...per. l¥2 ibolowd ..
This week (16 Jul 48) . CK $480,000 COK $5,500,000 CN $30,000,000
Week zge ( 9 Jul 48) 480,000 4,400,000 24,000,000
Honth ago (16 Jun 48) 480,000 1,960,000 10,700,000

Year ago (16 Jul 47) 12,000 42,000 . 390,000
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show_of force by Phibul GCovernment eases tense politica). situation, L
e Lho @L.88 oi preventing a Communist-inspired strike, the Faibul
ab has averted a erisis, at least temporarily, by a show of
<.oh sbrength, The threat of a gemeral sirlke, allegedly to support
rslnhions in neighboring aress, provided the Phibul regime with an
e ho mebiiize troops to guard strategic installations and to head
7 s =hew-down b opposition groups, Tension was further voiieved by

apreecent of the Parliament majority to pass the new budget &8 pro-
.2 v the Thibul Government. Ilowever, the lssue of the late King's
*h oand the serious schisms among Phibults military supporters remain
Lsmic for an abrupt shlft in power.

fopointment of “"darctaker! govornment sidetracks political crisie. npo
The President of Durma on 16 July accepted the resignations of Pr
= nintor Thekin Nu and his entire cabinet, However, they wers immediately
roappointed ag a carstaker government pending the eloction of & new Prime
""Iajgher by Parlisment which is schedulsd to convene 15 August. The fact
imat Mu did not exercise his prerogative to Madvise" the President to
~ummon Parlisment into special session indicates that he is awvaiting
=alitienl. developments before making a finzl decision to relinquish his
~riee. In view of this development and thé continuing political deteriora~
3ion, it is considered likely that Nu will be "prevailed" upon to cantlmie
25 Prime Vinister, '

¥eNCH TNDOGHINA

v

viet Minh forces demonstrate ability to undertake economic gabotage. ngH
4 25 percent vise in Saigonis open market price of rice has been renorted,
wnich apparently resulted from the sinking by Viet linh forces, of over
ane hundred loaded rice barges en route to Saigon. Although exact informs-
tion: is unavailable, because ¢ne sinxr.ar took place’ within Viet !finh terri-
tory, estimates of the loss range fram 14,000 to 25,000 tons. Besauss of
ihe large stooks held in Saigon, the supply situation and-the government
ovport program will not be affected immediately. Howover, this incident
ig an indicatdion of the economic woapen available to Ho Chi iinh should he
decide on widespread harrassmeat of the French-sponsored provisional cen-
tral government of Vietnam,

 AUSTRALIA | | \

Australian Prime !fnister makes proposals in UK, The main purpose ign
of Prize Hinister Ghifley's current visit to London is to work out with
Hr officials a coordinated poliey with which to meet the probloms of
Pritaints economic recovery and the sterling areafs dollar ghortage.
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AU :Tﬁ MMALTA (continuved)

Chlfley is reported to have stressed increased Ausbralian production
‘sf‘ rm..nmry products, increased exvorts to dollar countries, and Australian
willingness to shere with Dritain the risks of obtaining a doller loan from
“he 1S, The latter conatitutes a reversal of earlier Governmnent statemonts
wihieh denied that such a course was contemplated, :

The Prime Yinister alsc has submitted a long-range plan providing for
Londgration to Australia of 15 million Britishers. The prssent target is
30,000 & year althouph laclk of shipning snd Australian housing has limited
1947 arrivais to 23,500, In view of the estimated 400,000 who hawve apnlied
ror passage, & priority gystem hus been devised giving preferesnce to those

vho have arranged for their own housing snd vwho are readily employsble in

some of fustraliats 100,000 vacant jobs,

The Augtralian Governnent had previously proncsed large scale transfers
of nopulation and industries from the UK, bolieving that such dispersal of
Tpitish resources was necessary both f’or defense and for the realization of
the F¥mpire's economic potential, The British are concerned about their own
manpower situation and have been cantent to let shipping and other problems
defer action on the fustrselian proposals., The Prime !linister’s present plan
would anpear to be an attempt to secure British aceeptame of a definite

arograt,
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 QUPLOOK FOR THD TEW &*‘xl’M\ESE GOV RIRNENT .
TOREER3Y DISPUTE*

The ehronic dispute betwesen the Japanaese Government and the pro-domi-
nantly leftist-conbrolled unlons of jovermment and public employees, which
cubrace aboub a third of organized labor in Japan, has onbored a new and
forevoding phaso, As the pivot of the antloijated Ygurer offonsive,” the
dispube threatens to deal the Ashida cabinet a coup de prace and to aggra-

. vate the exlsting economic disequilibriume.

The govornment workers, af'ter a seriod in which some componeunts then
wndor moderate leadership sousht Lo cooperase with the governmment, are
aove witod in a demand for an everage nonthly wege level of 5, 200-yon as
agoinst the 3,79)-yen level incorporated in the recently naseged budgeb,
Couyled with this is an organi zod trade-union carpalign, srticulated hy the
govermment workers, for tho resipnation of the Ashida ecabinot.

The wage question has rocently boen submt vted o the Central Labor
Rolations Committee for mediatione. Successiul modiation scems unlikely.
Although the hastily adopted 3,791-yen lovel is considersd in official
quarters to bo unrecalistic in borms of costs of living, the govermuont
would find it wvery dilficult for financial and volitical reasons to meet
the trade-union demands The wide gap bebween this demand and what the
governmont may offer, moroover, is 1ikoly %o weaken the rank and file
3nflucnoe of trade-union modorates and Sostalist members of the Cabinob
as ageinst thut of the Commmnistse.

By August 7, if nedlation fails, rost povernment employees® unions
will be logally free to strike. Given extromist leadershdp and its
apparently inereasing suppordt in these unions, a period of widespread
labor troubles seams robable, nerhaps culmineting ~-- for the th-rd time
under the ocouration — in a threat of general strike, Thile SCAP un-
questionably could prevont such a strile by anotler eleventh-hour vorbal

injunotion, its intorvention would undorscore again the inability of the
govermment and its employees wunions to settle their diffcrences autono-
mously under ocurrent soononic conditionss

*TTMLLIGANGS ITHORCIGM, Tos 106, July 20, 194C
0ffics OFf Intellijonce Research Departmont of 3tate
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